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In recent years, following the growing developments of China’s economics, the 
demands of overseas investments from inside China are increasingly high, and foreign 
capital are eager to invest in China. Under the financial reform dominated by the 
government, further liberalization of RMB capital account is imperative. During the 
liberalization of capital account to convertibility, there may exist a lot of risks, and the 
possible risks may lead to nationwide financial crisis. The China (Shanghai) Pilot 
Free Trade Zone (“SHFTZ” or “Shanghai Pilot Free Trade Zone”), which established 
in 2013, bears the responsibility of implementing capital account convertibility in 
advance and providing related pilot experience to other areas of China. It will refer to 
the issues of the construction and implementation of legal system, including whether 
the objective of implementing pilot convertibility of capital account in SHFTZ is 
reasonable, and whether the current laws and regulations can help realize this overall 
objective and the phased targets. If the answer is positive, is there any improvement 
needed for the related laws and regulations during the liberalization? If the answer is 
negative, how should the related legal system be improved to fulfill the objective 
requirements? All of these are legal issues that this article needs to study on. 
Chapter 1 of this article identifies the concepts and contents of capital account 
and capital account convertibility, making it clear what the aim of RMB capital 
account convertibility is. Chapter 2 arranges the capital account related provisions of 
China and the pilot regulations in SHFTZ to find out the level of capital account 
liberalization in SHFTZ compared with the general level of the whole country at the 
present phase, and to lay a foundation for further analyses of the related laws and 
regulations, and its pilot effects. Chapter 3 states that the pilot tasks of SHFTZ are 
firstly achieving further liberalization of capital account till convertibility within 
SHFTZ, and then sharing the practical experiences of legal system construction and 
implementation with the whole country for nationwide capital account liberalization 
related legislation and risks management. In accordance with these legal objectives, 
this article analyses the legal defects in the current laws and regulations of SHFTZ, 
the difficulties of realizing capital account convertibility in full-scale with the current 
laws, regulations and supporting policies and economic conditions, and also the 














liberalization and risk management. Chapter 4 tries to offer workable solutions for the 
aforementioned problems in Chapter 3. To improve the current laws and regulations, 
SHFTZ shall clear up and simplify related laws and regulations, add necessary 
detailed by-laws, strengthen the legislative transparency and the legality of legislative 
procedures, and implement the inter-departments cooperation mechanism in a 
workable method. To get further liberalization of capital account and provide more 
effective pilot experiences, SHFTZ shall develop an innovative risk isolation 
mechanism between SHFTZ and the other areas inside China, and only with the 
coordination and cooperation between SHFTZ and other areas inside China, can 
SHFTZ be able to achieve pilot effects of capital account convertibility better. In 
order to achieve this goal, China shall improve basic trading, risk management and 
investor education related laws and regulations of domestic capital market, on the one 
hand, and SHFTZ shall establish an integrative supervision and risk management 
system for capital account convertibility on the other hand, which include mutually 
cooperation and coordination of compliance regulation of trading and foreign 
exchange under capital account, legal punishment forcing on violations, micro and 
macro prudential financial regulations, as well as monitoring, warning and risk 
response measures for cross-border capital flows. In addition, China shall confirm its 
right of taking temporary re-imposition of capital account under necessary 
circumstances in domestic laws and relevant international agreements. 
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